
IMPLICATIONS OF SOVEREIGN WEALTH FUND INVESTMENTS 
FOR NATIONAL SECURITY 

 

 
 

 

HEARING 
 

BEFORE THE 
 

U.S.-CHINA ECONOMIC AND SECURITY 
REVIEW COMMISSION 

 

ONE HUNDRED TENTH CONGRESS 
SECOND SESSION 
_________ 

 
FEBRUARY 7, 2008 

 
_________ 

 

Printed for use of the 

United States-China Economic and Secur i ty Review Commission 
Available v ia  the World Wide Web:  www.uscc.gov 

 

 
 

UNITED STATES-CHINA ECONOMIC AND SECURITY REVIEW COMMISSION  

WASHINGTON :   FEBRUARY 2008 

 

 

 

 



 

U.S.-CHINA ECONOMIC AND SECURITY REVIEW COMMISSION 

 

LARRY M. WORTZEL, Chairman 
CAROLYN BARTHOLOMEW, Vice Chairman   

 
Commissioners: 
PETER T.R. BROOKES  Hon. WILLIAM A. REINSCH  
DANIEL BLUMENTHAL   Hon. DENNIS C. SHEA 
MARK ESPER  DANIEL M. SLANE 
JEFFREY FIEDLER  PETER VIDENIEKS 
Hon. PATRICK A. MULLOY   MICHAEL R. WESSEL 

 
 

T. SCOTT BUNTON, Executive Director 
KATHLEEN J. MICHELS, Associate Director 

 

The Commission was created on October 30, 2000 by the Floyd D. Spence National 
Defense Authorization Act for 2001 § 1238, Public Law No. 106-398, 114 STAT. 
1654A-334 (2000) (codified at 22 U.S.C.§ 7002 (2001), as amended by the Treasury and 
General Government Appropriations Act for 2002 § 645 (regarding employment status of 
staff) & § 648 (regarding changing annual report due date from March to June), Public 
Law No. 107-67, 115 STAT. 514 (Nov. 12, 2001); as amended by Division P of the 
"Consolidated Appropriations Resolution, 2003," Pub L. No. 108-7 (Feb. 20, 2003) 
(regarding Commission name change, terms of Commissioners, and responsibilities of 
Commission); as amended by Public Law No. 109-108 (H.R. 2862) (Nov. 22, 2005) 
(regarding responsibilities of Commission and applicability of FACA); as amended by 
Division J of the “Consolidated Appropriations Act, 2008, “Public Law No. 110-161 
(December 26, 2007) (regarding responsibilities of the Commission, and changing the 
Annual Report due date from June to December). 

 
The Commission’s full charter is available at www.uscc.gov. 
  

 ii



 
CONTENTS 

_____ 
 

THURSDAY, FEBRUARY 7, 2008 
 

IMPLICATIONS OF SOVEREIGN WEALTH FUND INVESTMENTS FOR 
NATIONAL SECURITY 

 
Opening statement of Chairman Larry Wortzel, Hearing Cochair…………    1       
Opening statement of Commissioner Patrick A. Mulloy, Hearing Cochair…   2 
     
     PANEL I:   CONGRESSIONAL PERSPECTIVES  
 
Statement of Evan Bayh, a U.S. Senator from the State of Indiana………….   4  
Statement of Marcy Kaptur, a U.S. Congresswoman from the State of Ohio…   8 
   Prepared statement …………………………………………………………..  13    
Statement of Sherrod Brown, a U.S. Senator from the State of Ohio…………  16 
Statement of James Webb, a U.S. Senator from the State of Virginia……….. 110  
   Prepared statement …………………………………………………………. 113  
    Panel I:  Discussion, Questions and Answers ………………………………   19   
   

PANEL II: GOVERNMENT PERSPECTIVES 
 
Statement of Dr. Robert Dohner, Deputy Assistant Secretary for Asia, 
U.S. Department of the Treasury, Washington, DC……………………………  24 
   Prepared statement ……………………………………………………………  28  
Statement of Ms. Linda Chatman Thomsen, Director, Division of Enforcement, 
Securities and Exchange Commission, Washington, DC………………………  33  
   Prepared statement………………………………………………………………  36  
Panel II:  Discussion, Questions and Answers ……………………………………  36 
   

PANEL III:  OVERVIEW 
 

Statement of Dr. Brad Setser, Fellow for Geoeconomics, Council on Foreign 
Relations, New York, NY………………………………………………………..  48  
   Prepared statement……………………………………………………………..  51  
Statement Dr. Peter Navarro, Business Professor, The Paul Merage School of 
Business, University of California, Irvine, CA…………………………………..  51 
   Prepared statement……………………………………………………………..  53 
Statement of Dr. Michael F. Martin, Analyst in Asian Trade and Finance,  
Foreign Affairs, Defense and Trade Division, Congressional Research Service, 
Washington, DC………………………………………………………………….  60 
   Prepared statement……………………………………………………………..  62 
Panel III:  Discussion, Questions and Answers ………………………………….  70 
  
 



 
PANEL IV:  IMPACT OF FINANCIAL SERVICES INDUSTRY 

 
Statement of Dr. Charles Dallara, Managing Director, The Institute of  
International Finance, Washington, DC……………………………………..  92 
Statement of Dr. Peter Morici, Professor of International Business, University of 
Maryland, College Park, MD……………………………………………………..  95 
   Prepared statement………………………………………………………………..  98 
Statement of Ms. Karen Shaw Petrou, Managing Partner, Federal Financial  
Analytics, Inc., Washington, DC…………………………………………………  99 
   Prepared Statement…………………………………………………………….. 104 
Panel IV:  Discussion, Questions and Answers…………………………………. 104 
  
 

PANEL V:  IMPACT ON NATIONAL SECURITY 
 
Statement of  Ms. Daniella Markheim, Senior Analyst in Trade Policy, The  
Heritage Foundation, Washington, DC…………………………………………. 129  
   Prepared statement…………………………………………………………….. 132  
Statement of Mr. Alan Tonelson, Research Fellow, U.S. Business and Industry 
Council Educational Foundation, Washington, DC ……………………………. 132 
   Prepared statement……………………………………………………………. 134  
Panel V:  Discussion, Questions and Answers………………………………….. 137  

 
 



   
 

THE IMPLICATIONS OF SOVEREIGN WEALTH 
FUND INVESTMENTS FOR NATIONAL SECURITY 

 
 
 
 

THURSDAY, FEBRUARY 7,  2008 
 
U.S. -CHINA ECONOMIC AND SECURITY REVIEW COMMISSION 

 Washington,  D.C.   
 
 
 
 
 The Commiss ion met  in  Room 562,  Dirksen Senate  Off ice  
Bui ld ing,  Washington,  D.C.  a t  9 :05 a .m. ,  Chai rman Larry  M.  Wortze l  
and Commiss ioner  Pat r ick  A.  Mul loy (Hear ing CoChairs) ,  pres id ing.  
 

 
OPENING STATEMENT OF CHAIRMAN LARRY M. WORTZEL 

(HEARING COCHAIR) 
  
 CHAIRMAN WORTZEL:   Good morning.   Welcome to  th is  
hear ing on the  " Impl ica t ions  of  Sovere ign Weal th  Fund Inves tments  for  
Nat ional  Secur i ty ."  
 My name is  Larry  Wortze l .   I 'm the  chai rman of  the  U.S. -China  
Economic  and Secur i ty  Review Commiss ion for  the  2008 repor t ing  
year .   Along wi th  Commiss ioner  Pat  Mul loy,  I 'm going to  be  one  of  the  
cochai rs  of  today 's  hear ing.    
 Congress  has  g iven our  Commiss ion the  responsibi l i ty  to  
examine the  impl ica t ions  of  U.S.  t rade  wi th  China  for  the  American 
economy and for  na t ional  secur i ty .   China  has  about  $1 .5  t r i l l ion  in  
fore ign reserves  and is  ac tual ly  the  s ingle  larges t  buyer  of  U.S.  
external  debt .   Actual ly  r ight  now we probably  ought  to  be  pre t ty  
gra teful  for  tha t .  
 More  recent ly ,  the  Chinese  government  has  crea ted  a  fund and a  
management  mechanism to  grow i t s  own sovere ign weal th  a t  a  h igher  
ra te  by branching out  of  U.S.  government  debt .   Now,  the  People 's  
Republ ic  of  China  i sn ' t  unique in  crea t ing  a  sovere ign weal th  fund for  
these  purposes .   There  are  dozens  of  sovere ign weal th  funds  in  wor ld  
f inance ,  but  wi th  $200 bi l l ion  in  i t s  sovere ign weal th  fund,  China  i s  
ac tual ly  one  of  only  seven countr ies  wi th  over  $100 bi l l ion  in  such 
funds .  



 

 

 The U.S.  economy has  to  remain open for  inves tment .   We 've  
predica ted  our  markets  on  tha t ,  and I  th ink we a l l  agree  on tha t .   
However ,  some observers  have ques t ioned whether  one  nat ion 's  
sovere ign inves tments  could  lead  to  inf luence  over  key indust r ies ,  
access  to  technology or  inf luence  over  another  na t ion 's  pol ic ies .  
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 Leaders  in  France  and Germany have expressed concerns  about  
Chinese  inves tments  in  some sectors  of  the i r  economies  whi le  a t  the  
same t ime the  Br i t i sh  Pr ime Minis ter  has  invi ted  China 's  sovere ign 
weal th  inves tments  in  wi th  open arms.    
 In  th is  hear ing,  we ' re  going to  explore  the  nature  of  sovere ign 
weal th  inves tments  in  genera l .   We 're  going to  ask  whether  China 's  
sovere ign weal th  inves tments  should  be  t rea ted  d i f ferent ly  f rom those  
of  o ther  countr ies ,  and we ' l l  examine the  ins t i tu t ions  tha t  the  Uni ted  
Sta tes  government  has  in  p lace  to  ensure  tha t  fore ign inves tment  does  
not  af fec t  na t ional  secur i ty .  
 Now,  we expect  th is  morning three  members  of  Congress  in  to  
ta lk  about  the  i ssue ,  and then we hope he 's  able  to ,  but  Senator  James  
Webb of  Virginia  has  sa id  tha t  he  wi l l  come by or  t ry  to  get  by  here  a t  
2 :30,  so  a l though we have other  th ings  scheduled,  we ' l l  probably  
in ter rupt  the  hear ing a t  2 :30 i f  he 's  able  to  make i t  to  le t  h im speak 
and then go back to  our  regular  hear ing.  
 I  now want  to  turn  the  f loor  over  to  my cochai rman,  Pat  Mul loy.  
 I t ' s  been a  p leasure  to  work wi th  h im on th is  and I  a lways  learn  a  lo t  
f rom him.  
 

OPENING STATEMENT OF COMMISSIONER PATRICK A.  
MULLOY (HEARING COCHAIR) 

 
 HEARING COCHAIR MULLOY:  Thank you,  Mr.  Chairman.   I 'm 
pleased to  have  the  oppor tuni ty  to  cochai r  today 's  impor tant  hear ing 
wi th  Larry  Wortze l ,  the  chai rman of  our  Commiss ion.  
 I  f i r s t  want  to  thank the  members  of  Congress  who are  going to  
tes t i fy  a t  today 's  hear ing:  Senators  Bayh,  Brown and Webb and 
Congresswoman Kaptur .   I  a lso  want  to  thank the  Congress  for  the  
suppor t  and in teres t  so  many members  have shown in  the  work of  th is  
Commiss ion s ince  i t  was  char tered  by them in  the  year  2000.  
 The subjec t  mat ter  of  today 's  hear ing i s  ext remely  impor tant  and 
has  a t t rac ted  much a t tent ion  in  the  press  and in  the  pol icy  communi ty  
in  recent  months .  
 We wi l l  in  th is  hear ing t ry  to  gain  a  be t ter  unders tanding of  how 
nat ions  acquire  the  dol lars  to  bui ld  these  sovere ign weal th  funds  and 
what  la rge  inves tments  by  these  fore ign government-  contro l led  
vehic les  por tend for  our  nat ion .   This  i sn ' t  l ike  pr iva te  inves tment .   
These  are  government  contro l led  and owned vehic les  wi th  these  



 

 

inves tments .  
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 My own view is  tha t  the  Chinese  pol icy  of  keeping i t s  currency 
undervalued by buying dol lars  has  contr ibuted  to  our  nat ion 's  vas t  and 
growing t rade  def ic i t  wi th  tha t  country .   Las t  year  our  t rade  def ic i t  
wi th  China  was  $270 bi l l ion .   This  year  i t  wi l l  probably  reach 300 
bi l l ion .    
 S ince  1995,  our  cumulat ive  t rade  def ic i t s  wi th  China  are  wel l  
over  $1  t r i l l ion .   These  large  and growing t rade  def ic i t s  have  helped 
China  accumulate  fore ign currency reserves  of  about  $1 .5  t r i l l ion ,  
which are  growing a t  about  a  b i l l ion  dol lars  a  day.    
 Now,  China  has  recent ly  taken $200 bi l l ion  f rom i t s  fore ign 
currency reserves  and put  them in to  a  sovere ign weal th  fund,  but  they 
have  so  many more  fore ign currency reserves ,  they can add to  th is  fund 
a t  any t ime.   So jus t  ta lk ing about  a  $200 bi l l ion  fund I  don ' t  th ink 
rea l ly  gets  the  magni tude  of  the  potent ia l  problem here .  
 On October  26,  2003,  For tune  Magazine  carr ied  an  ar t ic le  by  
Warren Buffe t t ,  whom I  a lways  admire  and pay a t tent ion  to ;  h is  ar t ic le  
was  ent i t led ,  "Why I  Am Not  Buying the  Dol lar :  America 's  Growing 
Trade  Def ic i t  i s  Sel l ing  the  Nat ion Out  From Under  Us."  
 In  tha t  a r t ic le ,  Mr.  Buffe t t  warned that  America 's  cont inuing and 
mass ive  t rade  def ic i t s  were  caus ing a  mass ive  out f low of  our  nat ional  
weal th .  
 He l ikened our  country  to  a  r ich  family  tha t  i s  se l l ing  off  
por t ions  of  i t s  farm to  suppor t  a  l i fes ty le  i t  was  no longer  earning.    
 On October  24,  2007,  the  Washington Post ,  which is  hardly  
known a t  a  protec t ionis t  newspaper ,  publ ished an  edi tor ia l  ent i t led  
"Countr ies  Buying Companies ,"  which was  on the  subjec t  of  sovere ign 
weal th  funds .  
 In  tha t  edi tor ia l ,  the  Post  sa id ,  quote :  
 "Sovere ign weal th  funds ,  however ,  of fer  governments  a  way to  
take  over  bus inesses  for  pol i t ica l  as  wel l  as  economic  purposes .   The 
accumulat ion  of  so  many dol lars  in  fore ign hands  i s  the  resul t  of  years  
in  which the  Uni ted  Sta tes  has  impor ted  more  than i t  has  expor ted ."  
 One observer  has  noted  tha t  our  country  i s  col lec t ive ly  behaving 
l ike  the  Indians  who sold  Manhat tan  Is land for  some gaudy t r inkets  
tha t  a t  tha t  t ime appeared  a t t rac t ive  to  them.   We are  a l lowing th is  to  
happen because  we as  a  nat ion  have fa i led  to  develop pol ic ies  to  deal  
wi th  the  mercant i l i s t  t rade  prac t ices  be ing used agains t  us  by  o ther  
nat ions  such as  China .  
 Unt i l  the  Uni ted  Sta tes  makes  i t  a  na t ional  pr ior i ty  to  reduce  our  
t rade  def ic i t s ,  we ' re  going to  have to  l ive  wi th  increas ing fore ign 
ownership  of  our  economy.   So we must  then t ry  to  ensure  tha t  we have  
laws and regula t ions  in  effec t  tha t  a t  leas t  l imi t  fore ign purchases  of  
U.S.  asse ts  whose  ownership  could  threa ten  the  nat ional  secur i ty .  



 

 

 Congress  i s  aware  of  th is  problem and las t  year  updated  the  law 
governing the  Commit tee  on Fore ign Inves tment  in  the  Uni ted  Sta tes .  
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 Today,  we ' re  going to  hear  f rom wi tnesses  who are  going to  
speak on a l l  aspects  of  th is  i ssue .   This  i s  not  a  one-s ided hear ing.   
This  i s  a  hear ing in  which a l l  s ides  are  going to  be  represented .   The 
Commiss ion wi l l  take  a l l  such views in to  account  when i t  la ter  
formula tes  i t s  own recommendat ions  to  the  Congress .   I  see  tha t  
Senator  Bayh is  here  so  I  am so  happy to  welcome him and thank him 
for  being wi th  us .  
 Senator ,  i f  I  can  in t roduce  you and then we can get  s tar ted .   I  
want  to  thank you very  much for  honor ing us  wi th  your  presence  here  
today.  Senator  Bayh was  f i rs t  e lec ted  to  the  Uni ted  Sta tes  Senate  in  
1998 and is  current ly  serving in  h is  second term.  
 In  1986,  he  was  e lec ted  Indiana  Secre tary  of  Sta te .   In  1988,  
Senator  Bayh was  e lec ted  Governor  of  Indiana .   As  governor ,  he  
s t ressed f i sca l  responsibi l i ty  and job  crea t ion .   Dur ing h is  t ime as  
governor ,  350,000 new jobs  were  crea ted .   
 The  Senator  current ly  serves  as  the  chai rman of  the  
Subcommit tee  on Secur i ty  and In ternat ional  Trade  and Finance  of  the  
Senate  Banking Commit tee .   Jus t  th is  pas t  year ,  he  held  two hear ings  
very  c lose ly  re la ted  to  the  subjec t  we ' re  deal ing  wi th  today.  
 In  May,  he  had a  hear ing on China 's  exchange ra te  prac t ices ,  and 
then in  November ,  he  chai red  the  fu l l  commit tee  hear ing on sovere ign 
weal th  funds .   The Senator  i s  wel l  pos i t ioned to  unders tand the  
nat ional  secur i ty  impl ica t ions  of  these  mat ters  as  he  serves  on the  
Senate  Armed Services  Commit tee  and the  Senate  Selec t  Commit tee  on 
In te l l igence .  
 As  a  long- t ime former  s taf fer  on  the  Senate  Banking Commit tee ,  
I  welcome you,  Senator ,  and thank you for  being here .  
 

PANEL I:   CONGRESSIONAL PERSPECTIVES 
 

STATEMENT OF EVAN BAYH 
A U.S.  SENATOR FROM THE STATE OF INDIANA 

 
 SENATOR BAYH:  Thank you,  Commiss ioner  Mul loy,  for  tha t  
moving eulogy.   I  rea l ly  apprecia te  i t .   You 're  much too k ind th is  
morning.   Chai rman Wortze l ,  thank you for  your  hospi ta l i ty  today and 
your  invi ta t ion ,  and to  the  members  of  the  Commiss ion.   I  apprecia te  
th is  oppor tuni ty  to  tes t i fy .   More  impor tant ly ,  I 'm gra teful  for  the  good 
work you do on behal f  of  our  country  and th is  very  impor tant  
re la t ionship ,  one  tha t  may very  wel l  be  def in ing for  our  country  and 
for  much of  the  res t  of  the  wor ld  over  the  next  50  to  100 years .  
 Commiss ioner  Mul loy,  i t ' s  good to  be  wi th  you again .   As  you 



 

 

pointed  out ,  you have been kind enough to  come tes t i fy  before  our  
subcommit tee  on two occas ions ,  and your  tes t imony was  very  
informat ive .   I  personal ly  chalk  tha t  up  to  the  fac t  tha t  you are  a  good 
Notre  Dame man and so  your  Hoosier  roots  are  much apprecia ted ,  and 
i t ' s  good to  be  wi th  you again  here  th is  morning.  
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 Ladies  and gent lemen of  the  Commiss ion,  imagine  for  a  moment  
what  would  happen were  a  candidate  for  Pres ident  of  the  Uni ted  Sta tes  
to  propose  tha t  our  federa l  government  begin  buying up shares  in  
major  U.S.  companies .   Denuncia t ion  would  be  swif t  amid cr ies  of  
socia l i sm.   Cr i t ics  would  warn  of  the  potent ia l  for  undue pol i t ica l  
in ter ference  in  pr ivate  economic  decis ion-making.  
 As  chai rman of  the  Federa l  Reserve ,  Alan Greenspan sa id ,  quote ,  
"The federa l  government  should  eschew"-- that ' s  Fed-speak for  avoid--
"pr ivate  asse t  accumulat ion  because  i t  would  be  except ional ly  d i f f icul t  
to  i so la te  the  government 's  inves tment  decis ions  f rom pol i t ica l  
pressures ."  
 In  2001,  Treasury  Secre tary  Paul  O 'Nei l l  to ld  Congress ,  quote ,  
"Government  has  no business  owning pr ivate  companies ."   He got  no  
arguments .  
 As  Americans ,  we rea l ize  the  fo l ly  of  a l lowing our  government  
to  own our  indust ry .   Yet  paradoxical ly  some appear  far  less  a larmed 
by the  prospect  of  another  country 's  government  doing exact ly  the  
same.   Fore ign governments  opera t ing  sovere ign weal th  funds  have in  
recent  weeks  been purchas ing s izable  s takes  in  U.S.  companies ,  
par t icular ly  in  the  f inancia l  services  sec tor ,  and hardly  a  ques t ion  has  
been asked.   I t ' s  t ime tha t  we s tar ted  to .  
 S ince  our  colonia l  days ,  we have a lways  welcomed pr ivate  
fore ign inves tment .   This  t radi t ion  s t re tches  a l l  the  way back to  1606 
when King James granted  a  char ter  to  the  Jamestown Company to  
f inance  the  f i rs t  Br i t i sh  colony.    
 Our  ear l ies t  forefa thers  rea l ized  fu l l  wel l  tha t  capi ta l  f rom 
abroad is  ins t rumenta l  to  a  growing American economy.   But  more  
recent ly ,  i t ' s  been fore ign governments ,  not  pr iva te  companies ,  
amass ing large  f inancia l  reserves  and looking to  inves t .   Dr iven by 
America 's  unprecedented  t rade  imbalances  and cos t ly  energy impor ts ,  
th is  t rend is  a lmost  sure  to  cont inue  wi th  amounts  to ta l ing  wel l  in to  
the  t r i l l ions  of  dol lars .  
 Now,  i t  would  be  fo l ly  to  prohibi t  these  inves tments .   Al lowing 
these  funds  to  be  re inves ted  in  America  mi t iga tes  the  consequences  of  
t ransfer r ing  so  much weal th  abroad for  energy and consumpt ion.  
 I t  a lso  s t rengthens  our  economy,  crea tes  jobs ,  improves  
product iv i ty ,  and keeps  in teres t  ra tes  low.   But  ne i ther  these  long- term 
economic  benef i t s  nor  our  shor t - term need to  weather  the  subpr ime 
cr is is  should  obscure  the  fac t  tha t  inves tments  by fore ign governments  









 

 

 One ser ies  of  enforcement  i ssues  associa ted  wi th  sovere ign 
weal th  funds  are  s imi lar  to  i ssues  associa ted  wi th  hedge funds .   We are  
concerned that  some sovere ign weal th  funds ,  or  persons  associa ted  
wi th  them,  l ike  some hedge funds  or  persons  associa ted  wi th  them,  may 
undermine  market  in tegr i ty  by engaging in  ins ide  t rading or  o ther  
market  abuses .  
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 Sovere ign weal th  funds ,  l ike  hedge funds ,  have  by vi r tue  of  the i r  
subs tant ia l  asse ts  subs tant ia l  power  in  our  f inancia l  markets .   
However ,  in  addi t ion  to  th is  f inancia l  power ,  sovere ign weal th  funds ,  
unl ike  hedge funds ,  have power  der ived f rom being governmenta l  
ent i t ies  which may give  them access  to  informat ion tha t  i s  not  
avai lable  to  o ther  inves tors .  
 There  i s  the  potent ia l  for  these  powerful  market  par t ic ipants  to  
obta in  mater ia l  non-publ ic  informat ion e i ther  by  v i r tue  of  the i r  
f inancia l  and government  powers  or  by use  of  those  powers ,  and 
thereaf ter  engage in  i l legal  ins ider  t rading us ing tha t  informat ion.  
 To put  a  l i t t le  b i t  of  tha t  in  context ,  in  our  las t  f i sca l  year ,  we 
brought  47  ins ider  t rading cases  involving 110 defendants  or  
respondents .   Those  cases  showed a  d is turbing number  of  market  
profess ionals  inc luding profess ionals  associa ted  wi th  hedge funds  
engaging in  i l legal  ins ider  t rading.  
 Another  ser ies  of  i ssues  associa ted  wi th  sovere ign weal th  funds  
re la tes  to  the  need for  law enforcement  author i t ies  to  work together  in  
order  to  ef fec t ive ly  pol ice  our  increas ingly  g lobal  markets .  
 Each year  the  Secur i t ies  and Exchange Commiss ion makes  
hundreds  of  reques ts  to  fore ign regula tors  for  enforcement  ass is tance  
and responds  to  hundreds  of  reques ts  f rom other  na t ions .   To fac i l i ta te  
th is  type  of  ass is tance ,  the  Secur i t ies  and Exchange Commiss ion has  
entered  in to  more  than 30 b i la tera l  informat ion shar ing agreements  as  
wel l  as  the  IOSCO Mult i la tera l  Memorandum of  Unders tanding.  
 In  our  las t  f i sca l  year ,  we made 556 reques ts  of  fore ign 
regula tors  and received 454 reques ts  f rom fore ign regula tors .   These  
numbers  ref lec t  a  24  percent  increase  in  reques ts  to  fore ign regula tors  
f rom our  2002 f isca l  year  and a  28 percent  increase  in  reques t  f rom 
fore ign regula tors  f rom our  2002 f isca l  year .  
 Returning for  purposes  of  i l lus t ra t ion  to  our  ins ider  t rading cases  
f rom las t  year ,  of  the  47 cases ,  16 ,  or  about  34  percent ,  had an  
in ternat ional  component .   The in ternat ional  aspects  of  our  ins ider  
t rading cases  involve  many countr ies  and no par t icular  country  s tands  
out .  
 Of  the  110 defendants  or  respondents ,  24 ,  or  approximate ly  22 
percent ,  were  res idents  or  c i t izens  of  fore ign countr ies .    
 To c i te  a  very  current  example  of  our  in ternat ional  work,  th is  
week,  we f i led  a  se t t led  ac t ion  re la ted  to  a l leged ins ider  t rading in  the  



 

 

secur i t ies  of  Dow Jones ,  a  Uni ted  Sta tes  regis tered  i ssuer ,  ahead of  the  
publ ic  announcement  of  an  acquis i t ion  offer  by  News Corp.  
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 The SEC's  complaint  a l leged that  a  Dow Jones  board  member ,  a  
prominent  bus iness  and pol i t ica l  f igure  in  Hong Kong,  t ipped a  c lose  
f r iend,  another  prominent  Hong Kong businessman,  about  the  News 
Corp.  acquis i t ion  offer  before  i t  was  publ ic ly  announced.  
 Based on th is  ins ide  informat ion,  the  f r iend bought  $15 mi l l ion  
worth  of  Dow Jones  common s tock through a  brokerage  account  in  the  
names of  h is  daughter  and son- in- law,  who were  a lso  res idents  of  Hong 
Kong.   Ul t imate ly ,  the  purchased shares  genera ted  an  i l legal  prof i t  of  
$8 .1  mi l l ion .  
 This  week 's  c iv i l  ac t ion  was  agains t  the  board  member ,  h is  f r iend 
and the  f r iend 's  daughter  and son- in- law.   Without  admit t ing  or  
denying the  Commiss ion 's  a l legat ions ,  the  defendants  se t t led  the  
ac t ions  for  a  var ie ty  of  sanct ions  inc luding payments  of  c lose  to  $25 
mi l l ion .  
 In  conduct ing the  inves t iga t ion ,  the  SEC reques ted  and received 
ass is tance  f rom the  Hong Kong Secur i t ies  and Futures  Commiss ion.  
 Given the  inherent  d i f f icul t ies  of  conduct ing a  cross-border  
inves t iga t ion ,  th is  k ind of  coopera t ion  i s  essent ia l  for  our  
ef fec t iveness  and the  need for  tha t  k ind of  coopera t ion  i s  increas ing.  
 In  the  context  of  sovere ign weal th  funds ,  we are  concerned that  
i f  the  government  f rom which we seek ass is tance  i s  a lso  contro l l ing  
the  ent i ty  under  inves t iga t ion ,  the  nature  and extent  of  the  coopera t ion  
could  be  compromised.  
 Indeed,  in  o ther  contexts ,  we have seen less  than opt imal  
coopera t ion when fore ign governments  have  an  in teres t  in  the  i ssue  or  
person we are  inves t iga t ing .  
 The issues  ra ised  by the  growth of  sovere ign weal th  funds  are  
under  considera t ion  in  a  number  of  venues  inc luding the  Pres ident ' s  
Working Group on Financia l  Markets ,  of  which the  SEC is  a  member ,  
as  wel l  as  in  the  G-7,  the  World  Bank,  the  OECD, and the  IMF.   The 
outcome of  these  analyses  may be  a  genera l ized  agreement  about  the  
k inds  of  s t rong f iduciary  contro ls ,  d isc losure  requirements ,  
profess ional  and independent  management ,  and checks  and balances  
needed to  prevent  corrupt ion,  a l l  of  which may help  protec t  both  
inves tors  and markets .  
 We are ,  of  course ,  commit ted  to  v igorously  pursuing our  miss ion 
of  inves tor  protec t ion  and look forward to  cont inuing and deepening 
our  re la t ionships  wi th  our  counterpar ts  around the  g lobe .  
 Thank you so  much for  invi t ing  me to  appear  today and I  would  
be  happy to  take  any ques t ions .   Thank you.  
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Panel  II:   Discuss ion,  Quest ions  and Answers  
 

 HEARING COCHAIR MULLOY:  Thank you,  Ms.  Thomsen,  for  
your  s ta tement .   Commiss ioner  Wessel .  
 COMMISSIONER WESSEL:   Thank you both  for  being here .   
Very  helpful  tes t imony on the  very  t imely  topic  tha t  i s  ga in ing more  
and more  a t tent ion day by day.  
 I 'd  l ike  to  gain  some knowledge f rom you about  how these  funds  
work and how we might  look a t  some of  the i r  inves tments .   Las t  year ,  
before  th is  Commiss ion,  an  off ic ia l  wi th  the  Defense  In te l l igence  
Agency tes t i f ied  tha t  the  t ransact ion involving Blackstone ,  for  
example ,  where  there  could  be  der ivat ive  ownership  as  a  resul t  of  
Chinese  inves tments  in  tha t ,  meaning that  Blacks tone  would  then go 
out  and buy cer ta in  companies ,  might  inves t  in  cer ta in  t ransact ions ,  e t  
ce tera ,  might  crea te  i ssues  tha t  have  nat ional  secur i ty  repercuss ions .  
 I 'd  l ike  to  unders tand f rom you whether  the  adminis t ra t ion  i s  
looking a t  tha t - - the  off ic ia l  sa id  a t  tha t  point  there  was  going to  be  a  
working group to  look a t  tha t  wi th in  the  adminis t ra t ion  as  i t  re la ted  to  
CFIUS--what  the  resul t  of  tha t  has  been and whether  CFIUS and other  
s ta tu tes  need to  be  looked a t  more  broadly  in  terms of  how these ,  the  
par t ic ipat ion  in  some of  our  hedge fund,  pr ivate  equi ty ,  merchant  
banks ,  e t  ce tera ,  tha t  China  may gain  some access  tha t  would  not  
necessar i ly  t r igger  d i rec t  scrut iny  under  the  o ld  s tandards?  
 DR.  DOHNER:  I  can give  you a  par t ia l  answer ,  I 'm afra id ,  not  a  
very  sa t i s fy ing answer .   My responsibi l i ty  a t  the  Treasury  i s  Asia .   I 've  
been involved di rec t ly  in  the  d iscuss ions  wi th  China .   I 've  a lso  been 
involved wi th  the  sovere ign weal th  fund discuss ions .  
 I  have  not ,  am not ,  involved in  CFIUS mat ters  a t  the  Treasury ,  
but  I  can  te l l  you tha t  we cannot  comment  on  par t icular  t ransact ions  
tha t  e i ther  are  or  might  be  subjec t  to  CFIUS review.  
 In  genera l ,  to  your  f i rs t  point  about  how sovere ign weal th  funds  
opera te ,  I  th ink i t ' s  impor tant  to  recognize  tha t  these  funds  have  grown 
out  of  of f ic ia l  fore ign exchange reserves  and the  des i re  to  earn  a  
h igher  re turn  and accept  more  r i sks  than off ic ia l  fore ign exchange 
reserves  have  ordinar i ly  borne .  
 They have genera l ly  been conservat ive  and genera l ly  been 
pass ive  inves tors .   Now that ' s  no  indica t ion  tha t  tha t  may not  change,  
but  tha t  I  th ink has  character ized the  opera t ion  of  sovere ign weal th  
funds  to  date .  
 COMMISSIONER WESSEL:   I 'm not  seeking any comment  on 

 
2 Click here to read the prepared statement of Ms. Linda Chatman Thomsen 
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speci f ic  CFIUS t ransact ions .  What  I 'm in teres ted  in  and the  ques t ion  i s  
we 've  seen a  number  of  t ransact ions ,  whether  i t ' s  by  China  or  o thers ,  
ca l led  in to  ques t ion  e i ther  wi th in  our  secur i ty  sys tem,  pol i t ica l  sys tem,  
e t  ce tera .  
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 Some have been concerned about  cash  and carry  t ransact ions  tha t  
our  companies  are  going to  be  bought ,  product ive  enterpr ises  moved 
overseas .   There  have been some who have been concerned about  brand 
acquis i t ion  as  a  way of  ga in ing immedia te  access  to  the  U.S.  market  
for  companies  tha t  don ' t  have  a  U.S.  presence .  
 I f  these  sovere ign weal th  funds  now,  ra ther  than doing di rec t  
t ransact ions ,  do  them through U.S.  in termediar ies ,  whether  i t ' s  a  
merchant  bank,  whether  i t ' s  a  hedge fund,  e t  ce tera ,  i s  tha t  something 
tha t  you ' re  looking a t  to  de termine  what  der iva t ive  impact  tha t  might  
have ,  tha t  they ' re  us ing,  i f  you wi l l ,  i t ' s  a  U.S.  shel l  or  a  U.S.  f ront  to  
do what  they might  have  t rouble  doing otherwise?  
 DR.  DOHNER:  Thank you for  that  ques t ion .  There  are  a  couple  
points  tha t  I  would  make.   F i rs t ,  the  debate  about  what  fore ign 
inves tment  review should  cover  i s  a  long-s tanding one .   The Congress  
approved the  Fore ign Inves tment  and Nat ional  Secur i ty  Act  in  the  
summer  wi th  broad bipar t i san  suppor t .  
 That  legis la t ion  mainta ined the  focus  of  the  CFIUS process  on 
genuine  nat ional  secur i ty  concerns  and did  not  inc lude  broader  
concerns  of  economic  secur i ty  or  indust r ia l  pol icy .  
 We're  now in  the  process  a t  Treasury  of  i ssuing implement ing 
regula t ions  for  the  Fore ign Inves tment  and Nat ional  Secur i ty  Act .   We 
wi l l  publ ish  those  for  comment  and we encourage  your  comments  and 
other  comments  on the  k ind of  t ransact ions  tha t  should  be  subjec t  to  
CFIUS review.  
 COMMISSIONER WESSEL:   Ms.  Thomsen?   Any ques t ions  a lso  
as  i t  re la tes  to  mater ia l i ty  and how those  inves tments  may be  v iewed,  
market  in tegr i ty  and the  des i re  for  inves tors  to  have  fu l l  informat ion?  
 MS.  THOMSEN:  I  should  s tar t ,  of  course ,  by  reminding 
everyone I 'm an enforcement  lawyer  and worr ied  about  i ssues  of  
whether  or  not  a  par t icular  t ransact ion  has  v io la ted  the  secur i t ies  laws,  
and I  take  your  ques t ion ,  commiss ioner ,  to  re la te  la rgely  to  i ssues  of  
pass iv i ty ,  whether  or  not  the  inves tments  are  pass ive  or  more  ac t ive ,  e t  
ce tera ,  and f rom a  law enforcement  perspect ive ,  I  can  ant ic ipa te  or  
foresee  or  imagine  a lmost  any kind of  inves tment  as  ra is ing  the  
potent ia l  for  a  secur i t ies  law issue .  
 So,  for  example ,  wi thout  regard  to  any par t icular  inves tment ,  any 
par t icular  fund,  or  indeed sovere ign weal th  funds  genera l ly ,  you could  
have  a  long- term pass ive  inves tment ,  but  should  you come in to  
informat ion about  the  company that  you ' re  inves ted  in ,  bad news,  for  
example ,  and you then se l l  tha t  inves tment ,  tha t  ra ises  i ssues  f rom an 



 

 

ins ider  t rading law perspect ive  wi thout  regard  to  how you got  in to  the  
inves tment  in  the  f i rs t  p lace .  
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 On the  broader  pol icy  i ssues  tha t  you 've  ra ised ,  I  d id  a t tach  to  
my s ta tement  s ta tements  made by Chairman Cox that  address  some of  
those  i ssues  more  genera l ly ,  but  I  am most  concerned wi th  i ssues  of  
i l legal  t rading as  opposed to  pol icy  i ssues .  
 COMMISSIONER WESSEL:   I  unders tand,  but  le t  me then jus t  
ask  a  quick  ques t ion  regarding mater ia l i ty .   Let  us  say  tha t  a  China  
sovere ign weal th  fund,  CIC,  inves ts  in  a  U.S.  merchant  bank or  
inves tment  house ,  and the i r  funds  are  segregated  wi th in ,  as  they of ten  
are ,  in to  cer ta in  c lasses  of  funds ,  and that  fund were  then to  inves t  in  a  
U.S.  defense  program.  
 That  I  assume would  be  a  mater ia l  i ssue  tha t  an  inves tor  would  
want  to  know,  but  i t  would  not  necessar i ly  be  t r iggered under  the  
normal ,  i f  you wi l l ,  s tandard  we 're  looking a t  these  days .   We're  see ing 
a  changing s tandard  of  mater ia l i ty ,  I  th ink,  over  t ime.  
 MS.  THOMSEN:  Again ,  now you ra ise  an  i ssue  tha t  I  wish  I  had 
my counterpar ts  in  the  Divis ion of  Corpora t ion  Finance  here  for .   But  
to  the  extent  the  nature  of  the  i ssuer 's  bus iness  i s  changing or  the  r i sk  
tha t  the  i ssuer  has  by v i r tue  of  the  bus iness  i t ' s  in  or  the  bus inesses  
tha t  i t  i s  going-- tha t  i t  i s  cons ider ing based on i t s  shareholder  base ,  
tha t  ra ises  d isc losure  i ssues  for  the  i ssuer ,  and those ,  mater ia l i ty  i s  an  
ever-changing issue ,  a lways  has  been,  and i t ' s  an  i ssue  of  a l l  the  fac ts  
and c i rcumstances  taken in to  considera t ion ,  so  tha t  could  very  wel l  
ra ise  i ssues  tha t  d isc losure  counsel  for  the  i ssuer  would  have  to  
consider .  
 HEARING COCHAIR MULLOY:  Thank you.   I  should  have 
made th is  announcement  when I  was  in t roducing Dr .  Dohner .   In  
ar ranging for  you to  be  here ,  we did  ta lk  wi th  Deputy  Ass is tant  
Secre tary  Bar t l ing  and made c lear  tha t  you were  speaking on the  
sovere ign weal th  fund issue ,  tha t  i f  you did  not  have  the  capaci ty  to  
answer  cer ta in  o ther  ques t ions  deal ing wi th  CFIUS,  tha t  you could  take  
those  back to  the  Treasury  and provide  answers  for  the  record .  
 DR.  DOHNER:  Yes ,  I  would  be  happy to  do so .  
 HEARING COCHAIR MULLOY:  We should  note  tha t .   Thank 
you.   Commiss ioners ,  le t ’s  t ry  to  keep wi th in  our  f ive  minutes ,  because  
there 's  a  lo t  of  in teres t  in  asking ques t ions .   Commiss ioner  Fiedler .  
 COMMISSIONER FIEDLER:  Ms.  Thomsen,  a  hypothet ica l  
enforcement  ques t ion .  Assume my fac ts  are  correc t ,  which they may 
not  be .   So you have three  ent i t ies ,  three  Chinese  ent i t ies .   One is  
ca l led  CITIC,  the  o ther  i s  ca l led  the  China  Development  Bank,  and the  
o ther  i s  ca l led  CIC,  and they each buy 4 .9  percent  of  a  U.S.  company 
over  severa l  months  a t  d i f ferent  t imes .  
 Ul t imate ly ,  each of  those  ent i t ies  i s  owned or  i s  under  the  



 

 

control  of  the  Chinese  Sta te  Counci l .   Should  they have d isc losed tha t  
they were  a  group?  
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 MS.  THOMSEN:  Again ,  I  rea l ly  wish  I  had some of  my 
col leagues  f rom the  Divis ion of  Corpora t ion  Finance .   I t  ra ises  an  
i ssue  tha t  we 've  seen not  only  in  the  context  of  sovere ign weal th  funds  
but  for  o ther  funds ,  hedge funds  and others ,  who may be  ac t ing in  
concer t  or  in  a  coordinated  fashion as  to  whether  or  not ,  i f  you 
accumulate  re la ted  inves tments ,  they have  crossed the  d isc losure  
threshold ,  and tha t  i ssue  i s  reasonably  fac t  speci f ic  and depends  on the  
c i rcumstances .   But  i t  i s ,  cer ta in ly  there 's  a  potent ia l  d isc losure  i ssue  
which i s  cer ta in ly  t rue .  
 COMMISSIONER FIEDLER:  Okay.   Let  me ask  you another .   In  
your  formal  tes t imony,  you refer  to  Sect ion 13 of  the  Act ,  and le t  me 
get  a t  tha t  in  two ways .  
 MS.  THOMSEN:  Sure .  
 COMMISSIONER FIEDLER:  One,  we require  or  the  SEC 
requires ,  the  law requires  inves tment  managers  in  the  Uni ted  Sta tes- - I  
don ' t  know i f  the  f igure  i s  100 mi l l ion ,  $150 mi l l ion  of  o ther  people 's  
money to  regis ter - -  
 MS.  THOMSEN:  Right .  
 COMMISSIONER FIEDLER:  - - to  d isc lose ,  and to  f i le  13(f )s  on 
a  quar ter ly  bas is  of  a l l  the  holdings  of  the i r  s tocks  and bonds .   So we 
a l ready require  t ransparency and disc losure  of  inves tment  managers  of  
pension fund monies .   Conceptual ly ,  what 's  the  problem of  having a  
sovere ign weal th  fund or  any government-control led  ent i ty  f i l ing  a  
13(z) ,  a  new number ,  l i s t ing  a l l  of  i t s  subs id iar ies  and a l l  of  i t s  
holdings  in  the  U.S.  publ ic  secur i t ies  markets  on  a  quar ter ly  bas is?  
 I s  tha t  a  grea t  inhibi t ion  to  inves tment?  
 MS.  THOMSEN:  That ' s  a  pol icy  i ssue  tha t  I  t ru ly  leave  to  those  
who are  in teres ted  in  the  i ssues  associa ted  wi th  d isc losure .   We are  as  
a  base  mat ter  a  d isc losure  agency.   You know i t  i s ,  i s  what  we--  
 COMMISSIONER FIEDLER:  Then le t  me address  i t  to  Mr.  
Dohner  even though we ' l l  ge t  out  of  the  deta i l s  of  Sect ion 13.   The 
d isc losure  ques t ion ,  the  t ransparency ques t ion  of  them disc los ing to  
the  SEC? 
 DR.  DOHNER:  Cer ta in ly  the  d isc losure ,  we th ink the  
t ransparency of  sovere ign weal th  funds  inc luding asse t  holdings  i s  
very  impor tant  and should  be  a  par t  of  bes t  prac t ices  for  these  funds .  
 COMMISSIONER FIEDLER:  But  bes t  prac t ices  are  
unenforceable  so  I  was  ta lk ing about  an  enforceable  U.S.  government  
ac t iv i ty  to  compel  t ransparency a t  leas t  as  they opera te  in  the  Uni ted  
Sta tes  of  America?    
 We make lo ts  of  people  have  these  d isc losures .   Why are  we so  
hes i tant  as  a  mat ter  of  pol icy  to  have  the  Chinese  government- -why are  



 

 

we requir ing  more  of  individuals  in  the  Uni ted  Sta tes  than we are  of  
the  Chinese  government?  
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 DR.  DOHNER:  Again ,  I  would  prefer  not  to  answer  for  the  SEC 
on th is  ques t ion .   I  be l ieve  tha t  d isc losure  i s  des i rable  for  sovere ign 
weal th  funds ,  and I  be l ieve  personal ly  tha t  sovere ign weal th  funds  
should  be  subjec t  to  the  ru les  regarding any large  ins t i tu t ional  
inves tor .  
 COMMISSIONER FIEDLER:  One las t  ques t ion.  
 MS.  THOMSEN:  I  should  note  tha t  to  a  cer ta in  extent  under  the  
current  ru les  d isc losure  i s  a l ready required  in  some c i rcumstances  
regarding holdings  f rom sovere ign weal th  funds .  
 COMMISSIONER FIEDLER:  On t ransact ion bas is?  
 MS.  THOMSEN:  On t ransact ional  bas is  and to  a  cer ta in  extent  
there  may be  some c i rcumstances  where  there  are  d isc losure  
requirements  associa ted  wi th  13(f ) .  
 COMMISSIONER FIEDLER:  There  i s  no  current  d isc losure  
requirement  for  CIC,  for  ins tance ,  to  l i s t  a l l  of  i t s  subs id iar ies  
anywhere  in  the  wor ld  a l l  the  ent i t ies  through which they buy.   For  
ins tance ,  SAFE,  a  company that  bought  in to  the  banking sys tem of  
Aust ra l ia ,  I  be l ieve ,  which i s  the i r  fore ign exchange company,  has  a  
subsidiary  in  Hong Kong cal led  Bo An.   We found i t  by  accident  by 
looking for  i t ,  but  nowhere  could  you look in  U.S.  government  f i l ings  
and f ind any informat ion about  i t .  
 Thank you.  
 HEARING COCHAIR MULLOY:  Thank you.   Commiss ioner  
Reinsch.  
 COMMISSIONER REINSCH:  Thank you.   Let  me pursue  tha t  
jus t  a  minute  wi th  more  of  a  more  genera l  ques t ion  for  Ms.  Thomsen.    
 F i rs t ,  do  you th ink the  d isc losure  requirements  tha t  you a l ready 
have in  p lace  by s ta tu te  and regula t ion  are  adequate  to  deal  wi th  
sovere ign weal th  funds  or  do they pose  a  chal lenge tha t  would  require  
something more  than what  you a l ready are  doing?  
 MS.  THOMSEN:  Again ,  I 'm t ry ing to  s t ick  to  my sor t  of  comfor t  
level  or  cer ta in ly  my base  of  exper t i se .  
 COMMISSIONER REINSCH:  I  know,  but  you ' re  the  enforcement  
person.  
 MS.  THOMSEN:  Right .  
 COMMISSIONER REINSCH:  Do you have the  tools  tha t  you 
need to  do the  job  tha t  you ' re  ass igned to  do?  
 MS.  THOMSEN:  And that ' s  a  be t ter  ques t ion.  
 COMMISSIONER REINSCH:  Right .   Thank you.  
 MS.  THOMSEN:  And indeed where  we are  r ight  now is  I  th ink 
we have the  tools  to  enforce  the  laws that  we have on the  books .   The 
b ig  concern  or  one  of  the  concerns ,  as  I  ident i f ied  in  my tes t imony,  i s  



 

 

to  the  extent  we need to  work in ternat ional ly  in  order  to  enforce  the  
ru les  tha t  we have ,  one  of  the  chal lenges  may be  tha t  we foresee  i s  tha t  
we are  going to  be  asking governments  for  ass is tance  to  inves t iga te  
funds  tha t  they control .  
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 COMMISSIONER REINSCH:  Yes .  
 MS.  THOMSEN:  And that  could  be  a  chal lenge.  
 COMMISSIONER REINSCH:  Your  tes t imony noted  tha t .   Have 
you encountered  tha t?   I s  tha t  a  hypothet ica l  problem or  have  you 
encountered  tha t  as  an  ac tual  problem so  far?  
 MS.  THOMSEN:  I  th ink,  what  I  do  say  and can say  i s  tha t  
outs ide  of  the  context  of  sovere ign weal th  funds ,  tha t  has  been an  
ac tual  problem.  
 COMMISSIONER REINSCH:  But  not  ins ide  the  context  of  
sovere ign weal th  funds  yet?  
 MS.  THOMSEN:  I  th ink i t ' s  fa i r  to  say  i t ' s  something we can 
ant ic ipa te .  
 COMMISSIONER REINSCH:  What  do you do,  wi thout  ge t t ing  
in to  the  speci f ics ,  when you encounter  tha t  problem wi th  the  o ther  
government?   Can you enl is t  o ther  p ieces  of  the  Uni ted  Sta tes  
government  to  ass is t  you or  are  you on your  own?  
 MS.  THOMSEN:  We do a  var ie ty  of  th ings .   We t ry  to  get  the  
informat ion we need through other  sources ,  and of tent imes  in  an  
enforcement  inves t iga t ion ,  there  are  mul t ip le  channels  you can pursue  
so  we pursue  a l ternat ives .   We a lso  t ry  to  work wi th  our  counterpar ts  
to  persuade them of  the  value  of  providing coopera t ion ,  provide  them 
wi th  assurances .   Somet imes  i ssues  tha t  a r i se  are  misunders tandings  
about  how we wi l l  use  informat ion.   
 I  mean one  of  the  grea t  success  s tor ies  of  the  pas t  severa l  years  
i s  by  v i r tue  of  the  fac t  tha t  we have  increas ingly  g lobal  markets ,  a l l  of  
us  need to  work wi th  o ther  more  of ten  tha t  we ever  used to ,  and based 
on tha t  exper ience  we have learned how each other 's  sys tems work.   I  
mean one of  the  i ssues  tha t  we have run in to  i s  the  fac t  tha t  people  
don ' t  unders tand--we don ' t  unders tand how thei r  sys tem works;  they 
don ' t  unders tand how our  sys tem works .   And based on that  
misunders tanding or  lack  of  unders tanding,  i t  somet imes  takes  longer .  
 COMMISSIONER REINSCH:  Have you found that  your  
regula tory  counterpar ts  or  your  enforcement  counterpar ts  in  o ther  
countr ies ,  par t icular ly  in  Europe and Asia ,  have  the  same level  of  
concern  about  th is  problem and are  proceeding genera l ly  equal ly  
aggress ively?  
 MS.  THOMSEN:  I t  var ies  country  to  country .   I t  var ies  i ssue  to  
i ssue .   I  th ink what  i s  consis tent  i s  the  concern  on the  par t  of  
secur i t ies  enforcers  tha t  we cannot  opera te  s t r ic t ly  wi th in  our  na t ional  
borders ,  tha t  our  markets  are  a l l  g lobal ,  and tha t  a l l  of  our  markets  



 

 

depend or  the i r  in tegr i ty  depends  on wor ldwide  in tegr i ty .  

 

 
 
 
  

- 42 -

  

 COMMISSIONER REINSCH:  Is  there  some re levant  
in ternat ional  body tha t  everybody that  mat ters  be longs  to  inc luding the  
countr ies  tha t  opera te  these  funds  where  these  k inds  of  i ssues  can be  
addressed or  taken up?  
 MS.  THOMSEN:  Cer ta in ly ,  the  IOSCO MMOU is  one way 
through which we are  a l l - -  
 COMMISSIONER REINSCH:  China  is  a  par ty  to  tha t?  
 MS.  THOMSEN:  China  is  a  par ty  to  tha t ,  became a  par ty  in  
2007,  I  be l ieve .  
 COMMISSIONER REINSCH:  And the  var ious  Arab s ta tes  tha t  
a lso  have sovere ign weal th  funds  are  there  as  wel l?  
 MS.  THOMSEN:  There  are  a t  leas t  40  secur i t ies  regula tors  who 
are  s ignator ies  to  tha t  MMOU, and I ,  as  I  s i t  here ,  can ' t  name them al l  
unfor tunate ly .  
 COMMISSIONER REINSCH:  You don ' t  have to .   That ' s  a l l  
r ight .  
 MS.  THOMSEN:  Thank you.  
 COMMISSIONER REINSCH:  Let  me ask  Dr .  Dohner  a  ques t ion 
because  I  don ' t  want  to  depr ive  h im of  the  oppor tuni ty  to  say  
something in  th is  round.   
 You have ment ioned what  the  IMF is  working on and we 've  
ac tual ly  had a  br ief ing  wi th  the  IMF.  Is  the  Treasury  Depar tment  
sa t i s f ied  wi th  the  progress  tha t  the  IMF is  making in  developing 
whatever  i t  i s  tha t  i t ' s  developing?  
 DR.  DOHNER:  I  th ink we ' re  sa t i s f ied  wi th  the  progress  tha t ' s  
be ing made and wi th  the  par t ic ipat ion .   We th ink good progress  i s  
be ing made by the  IMF,  wi th  the  par t ic ipat ion  of  the  sovere ign weal th  
funds .   We don ' t  have  an  exact  t ime table .   I  th ink i t ' s  reasonable  to  
expect  tha t  something would  be  f in ished by the  t ime of  the  annual  
meet ings  in  the  fa l l  in  October .  
 COMMISSIONER REINSCH:  The fa l l  annual  meet ing  ra ther  
than the  spr ing?  
 DR.  DOHNER:  Yes .  
 COMMISSIONER REINSCH:  Al l  r ight .   Thank you very  much.  
 HEARING COCHAIR MULLOY:  Thank you.   Chairman Wortzel  
has  le t  me know that  a t  11:10,  we ' re  going to  c lose  th is  panel  of f  and 
move on.   So fe l low commiss ioners ,  i f  you can get  in  and out  because  
there  are  more  than one  who wants  to  ask  a  ques t ion .  
 Commiss ioner  Blumenthal .  
 COMMISSIONER BLUMENTHAL:  Thank you very  much for  
your  tes t imony.   We're  char tered  to  look a t  the  nat ional  secur i ty  
impl ica t ions  of  our  growing economic  re la t ions ,  and obviously  th is  
ge ts  more  and more  compl ica ted  as  our  economic  re la t ions  go to  new 



 

 

levels  and we get  more  in ter twined wi th  the  Chinese  economy.  
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 This  tes t imony is  very  useful .   When I  look a t  Dr .  Dohner 's  
tes t imony about  potent ia l  concerns ,  I  guess  you pointed  to  some 
hypothet ica l  na t ional  secur i ty  concerns  tha t  would  then be  covered by 
CFIUS,  and some other  ques t ions  of  market  vola t i l i ty .  
 I 'm t ry ing to  f igure  out  where  we should  focus  our  ef for ts  in  
terms of  our  work.   I s  th is  the  sor t  of  th ing you th ink tha t  wi th  
sovere ign weal th  funds  tha t  the  need for  CFIUS wi l l  be  grea ter  or  more  
robust  than in  the  absence  of  sovereign weal th  funds  because  of  cer ta in  
types  of  acquis i t ions?  
 Another  reason I  ask  i s  because  so  far  i t  seems tha t  the  Chinese  
sovere ign weal th  fund has  made an  a t tempt  to  purchase  or  purchased 
some f inancia l  pos i t ions .   So you pointed  to  hypothet ica l  concerns  
about  na t ional  secur i ty  concerns ,  but  i s  th is  something tha t  one  can 
foresee  becoming more  of  a  na t ional  secur i ty  i ssue  in  the  sense  of  
buying companies  wi th  the  types  of  technology we 'd  ra ther  China  
d idn ' t  have?  
 DR.  DOHNER:  Cer ta in ly ,  any kind of  acquis i t ion  of  a  s take  in  
an  American company that  car r ies  wi th  i t  an  e lement  of  cont ro l ,  
whether  i t ' s  done by a  pr ivate  f i rm or  a  government  f i rm,  whether  i t ' s  
done by a  sovere ign weal th  fund or  a  s ta te-owned enterpr ise ,  i f  tha t  
t ransact ion  poses  nat ional  secur i ty  considera t ions ,  then i t  i s  subjec t  to  
review by CFIUS.  
 I  th ink i t ' s  impor tant  to  remember  tha t  sovere ign weal th  funds  
are  one  channel  or  one  condui t  by  which governments  can deploy thei r  
resources  and they ' re  not  the  resources  themselves .  Sovere ign weal th  
funds  do pose  cer ta in  i ssues ,  both  for  na t ional  secur i ty  and for  
f inancia l  market  s tabi l i ty ,  and for  the  maintenance  of  open inves tment  
regimes ,  tha t  we 've  t r ied  to  ident i fy  and we 're  th inking c lose ly  about .   
 COMMISSIONER BLUMENTHAL:  Of  those ,  which ones  most  
concern  you?   You 've  la id  out  concerns  tha t  I  th ink are  hypothet ica l  
concerns ,  and I 'm t ry ing to  get  a  roadmap for  how we should  focus  our  
work as  we th ink about  th is .   But  of  the  ones  you ment ioned,  f inancia l  
vola t i l i ty ,  potent ia l  CFIUS issues ,  what  do you th ink people  who focus  
on th is  i ssue  should  be  most  worr ied  about?  
 DR.  DOHNER:  In  answer ing that  ques t ion,  I  can  speak to  the  
th ings  tha t  I  know,  which are  economics  and f inancia l  i ssues .   I  th ink 
the  grea tes t  r i sk  tha t  we have  ident i f ied  i s  the  poss ib i l i ty  of  the  r i se  of  
sovere ign weal th  funds  would  lead to  a  protec t ionis t  reac t ion  in  a  
number  of  p laces  tha t  would  res t r ic t  in ternat ional  inves tment  and thus  
d iminish  the  benef i t s  tha t  our  country  and other  countr ies  ge t  f rom 
open inves tment  regimes .  
 We a t  the  Treasury  are  obviously  a lso  very  sens i t ive  to  anything 
that  would  af fec t  f inancia l  market  s tabi l i ty  and so  we 've  looked very  
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 Here  the  exis tence  of  la rge  holdings  indica tes  the  impor tance  of  
t ransparency,  both  so  tha t  ac tual  movements  of  holdings  don ' t  d is rupt  
markets ,  but  a lso  so  tha t  market  percept ions  or  perce ived movements  
of  holdings  by sovere ign weal th  funds  don ' t  a f fec t  markets .  
 COMMISSIONER BLUMENTHAL:  Thank you.   My t ime is  up,  I  
th ink.  
 HEARING COCHAIR MULLOY:   Thank you,  Commiss ioner  
Blumenthal .   Commiss ioner  Bar tholomew.  
 VICE CHAIRMAN BARTHOLOMEW:  Thank you very  much and 
thank you to  our  wi tnesses  for  coming today.   We rea l ly  apprecia te  
your  appearance  and your  tes t imony.   These  are  compl ica ted  ques t ions  
and i t ' s  in teres t ing  tha t  everybody is  focused on sovere ign weal th  
funds .   But  of  course  one  of  the  reasons  tha t  there 's  so  much concern  i s  
because  of  the  nature  of  the  Chinese  government  and the  nature  of  the  
Chinese  economy.   I  th ink a  lo t  of  these  ques t ions  were  ac tual ly  
summed up yes terday in  a  Wal l  S t ree t  Journal  ar t ic le  ent i t led  "China  
Shows Savvy in  Rio  Tinto  Deal ,"  and i t  rea l ly  brought  up  a  number  of  
the  i ssues :  
 I t  i sn ' t  a  sovere ign weal th  fund deal ,  but  i t  i s  a  purchase  by a  
company that  i s  a  Chinese  s ta te-owned enterpr ise .   The CEO of  tha t  
company is  noted  in  the  ar t ic le  for  be ing a  member  of  the  Chinese  
Communis t  Par ty .   I  th ink he 's  an  a l ternate  to  the  Centra l  Commit tee ,  
and i t  ra ises  a l l  sor ts  of  ques t ions .  
 I  th ink i t ' s  a lso  impor tant  because  of  the  whole  nature  of  
showing savvy.   We have found in  a  lot  of  the  mi l i ta ry  i ssues ,  a  lo t  of  
the  economic  i ssues ,  the  Chinese  are  moving ahead.   People  seem to  
cont inue  to  be  surpr ised  by how quickly  they ' re  overcoming barr iers ,  
be  i t  mi l i ta r i ly  or  the  economic  growth as  they ' re  moving up the  supply  
chain .  
 So I  would  ask  both  of  you a  s imple  ques t ion .   I f  you ' re  not  the  
r ight  people  in  your  agencies ,  le t  me know,  but  do  you th ink that  you 
have the  tools ,  both  in  terms of  the  laws that  you have and a lso  in  
terms of  the  manpower  tha t  you have,  to  address  what  I  th ink a l l  of  us  
can agree  i s  going to  be  unfolding as  an  increas ingly  complex 
s i tua t ion?  
 DR.  DOHNER:  That ' s  an  excel lent  ques t ion,  commiss ioner .   And 
I  be l ieve  tha t  we have the  tools  tha t  we need to  address  the  i ssues  
ra ised  by sovere ign weal th  fund inves tments  and by inves tments  by 
s ta te-owned enterpr ises .  
 However ,  these  i ssues  are  i ssues  tha t  we ' re  consider ing in  the  
Pres ident 's  Working Group,  in  our  own in ternal  d iscuss ions ,  and we,  as  
I  ment ioned,  are  put t ing  out  the  revised CFIUS regula t ions  for  publ ic  



 

 

comment ,  and would  invi te  comment  by you and by others  on the  
i ssues  tha t  CFIUS review should  now face .  
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 MS.  THOMSEN:  Sure ly  f rom an enforcement  perspect ive ,  I  do  
th ink we have the  tools  and indeed I  th ink i t  i s  a  pos i t ive  development  
tha t  the  Chinese  secur i t ies  regula tors  have  now s igned the  IOSCO 
MMOUs,  and those  k inds  of  developments  are  th ings  tha t  we look 
forward to  and wi l l  need,  and so  f rom that  perspect ive  I  th ink we do 
have those  resources ,  but  i t  i s  something.  
 The wor ld  i s  changing;  i t ' s  get t ing  b igger ,  and we a l l  have  
broader  jur isdic t ions .   So i t ' s  something we have to  keep our  eye  on.  
 VICE CHAIRMAN BARTHOLOMEW:  Okay.   So we wi l l  keep in  
touch wi th  you.   Ms.  Thomsen,  I  would  l ike  to  acknowledge the  work 
of  the  SEC in  th is  Dow Jones  case .   I t  was  pol i t ica l ly  wel l -connected  
and weal thy individuals  who were  involved.   I  th ink i t  should  be  
acknowledged that  i t  was  through Hong Kong that  the  coopera t ion 
happened.   I  have  my own doubts  as  to  whether  i f  i t  had been based in  
Bei j ing ,  you necessar i ly  would  have got ten  the  coopera t ion  tha t  you 
got  in  th is ,  but  I  th ink tha t  i t ' s  cer ta in ly  impor tant  to  recognize  the  
success  tha t  you 've  had wi th  th is .  
 We look forward to  working wi th  you both  as  th ings  move 
forward.  
 HEARING COCHAIR MULLOY:   Thank you,  Commiss ioner  
Bar tholomew.   Before  we turn  to  our  las t  ques t ioner ,  Commiss ioner  
Shea ,  I  jus t  want  to  thank Chairman Cox and Commiss ioner  Casey for  
having you avai lable .   I  th ink you put  in to  the  record  the  s ta tements  
tha t  Commiss ioner  Cox has  made up a t  the  Kennedy School  and then 
the  o ther  speech he  made.   Those  are  wel l  wor th  people  reading 
because  he 's  saying normal ly  we don ' t  want  our  own government  
contro l l ing  our  economy.   There  are  concerns  in  h is  mind.   Then why 
are  we le t t ing  fore ign governments  buy chunks  of  our  economy?  I  
th ink tha t ' s  a  very  impor tant  i ssue  and i t  was  ra ised  here  by some of  
the  congress ional  representa t ives .  
 Secondly ,  Mr.  Dohner ,  I  jus t  note  tha t  in  the  repor t  tha t  was  put  
out  by  the  McKinsey & Company cal led  "The New Power  Brokers ,"  
da ted  October  2007,  the  ques t ion was  how do the  Asians  accumulate  
th is  money so  rapidly?   And a t  leas t  according to  the  McKinsey,  i t s  
repor t  sa id  tha t  because  they ' re  managing the i r  currencies .   They ' re  
in tervening in  currency markets  to  prevent  apprecia t ion  of  the i r  own 
currency and for  Asia ,  quote ,  "This  sys tem has  assured the  success  of  
the i r  expor t - led  growth model  and cont inuous  and growing current  
account  surplus  wi th  the  Uni ted  Sta tes ."  
 That ' s  the  McKinsey Company.   So when Treasury  says  the i r  
b igges t  worry  i s  protec t ionis t  reac t ion  in  the  Uni ted  Sta tes ,  I  th ink we 
ought  to  ge t  pol ic ies ,  not  protec t ionis t  pol ic ies ,  but  we have to  have  



 

 

pol ic ies  to  deal  wi th  th is  type  of  behavior  on  the  par t  of  o thers  
because  you can see  where  i t ' s  taking us .  
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 Commiss ioner  Shea .  
 DR.  DOHNER:  May I  comment?  
 COMMISSIONER SHEA:  Sure .  
 DR.  DOHNER:  Thank you very much,  Commiss ioner  Mul loy.   
Countr ies  run balance  of  payments  surpluses  because  they have an  
excess  of  domest ic  saving over  domest ic  inves tment .   And Asian 
countr ies  have  accumulated  large  balance  of  payment  surpluses ,  la rge  
reserves ,  over  the  pas t  ten  years  because  inves tment  has  never ,  
inves tment  in  countr ies  outs ide  of  China  has  never  rea l ly  recovered 
f rom the  Asian  f inancia l  c r i s i s .  
 The s i tua t ion  in  China  i s  d i f ferent .   China 's  inves tment  i s  h igh,  
but  Chinese  saving is  very  h igh,  and th is  ref lec ts  the  fac t  tha t  the  
socia l  safe ty  net  i s  very  weak,  tha t  there  are  l imi ted  f inancia l  services  
avai lable  to  households ,  and tha t  s ta te-owned enterpr ises  pay very  
l i t t le  in  d iv idends .   In  fac t ,  these  are  fac tors  tha t  you pointed  out  in  
your  annual  repor t  in  2007.  
 The fore ign exchange ra te  levels  of  these  countr ies  fac i l i ta te  the  
accumulat ion  of  ba lance  of  payment  surpluses  and reserves ,  but  they 
are  not  in  themselves  responsible  for  the  excess  of  domest ic  savings  
over  domest ic  inves tment .  
 Our  d iscuss ion in  China  in  par t icular  has  emphasized the  need 
for  China  to  rebalance  the  sources  of  the i r  growth,  to  reduce  domest ic  
savings ,  to  reduce  the i r  current  account  surplus ,  and a lso  to  increase  
currency f lexibi l i ty ,  which wi l l  be  an  impor tant  par t  of  br inging th is  
rebalancing about .  
 This  i s  t rue  of  our  d iscuss ions  wi th  China .   I t ' s  a lso  t rue  of  our  
d iscuss ions  wi th  a  var ie ty  of  Asian  countr ies .  
 HEARING COCHAIR MULLOY:  Thank you.   Commiss ioner  
Shea .  
 CHAIRMAN WORTZEL:   I  want  to  thank both  Ms.  Thomsen and 
Dr .  Dohner .   I  apprecia te  your  tes t imony,  your  pat ience  in  a l lowing 
our  members  of  Congress  to  get  through thei rs ,  and the  forbearance  of  
your  agencies  and depar tments  in  get t ing  you here .   Thank you very  
much.  
 DR.  DOHNER:  My pleasure .   Thank you.  
 MS.  THOMSEN:  Thank you very  much.  
 CHAIRMAN WORTZEL:   We' l l  reconvene a t  11:15.  
 [Whereupon,  a  shor t  recess  was  taken. ]  
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designed th is  th i rd  panel  as  a  broad overview of  the  topic  f rom three  
wel l -qual i f ied  exper ts .   I ’ l l  in t roduce  them in  the  order  tha t  they wi l l  
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 F i rs t  i s  Brad Setser .   He 's  an  economis t  wi th  exper t i se  in  
f inance ,  g lobal  capi ta l  f lows and emerging economies .   He 's  a  fe l low 
for  Geoeconomics  a t  the  Counci l  on  Fore ign Rela t ions .  
 Dr .  Setser  i s  the  author  of  severa l  publ ica t ions  inc luding the  
pol i t ica l  economy of  sovere ign debt  res t ructur ing mechanism,  o i l  and 
global  adjus tment ,  and the  pol i t ica l  economy of  sovere ign debt  
res t ructur ing--you got  tha t  in  there  twice ,  Brad.   I 'm jus t  reading here .  
 DR.  SETSER:  I  know.    
 CHAIRMAN WORTZEL:   That ' s  a l l  r ight .  
 DR.  SETSER:  Always  embarrass ing when your  own bio  i s - -  
 CHAIRMAN WORTZEL:  That ' s  okay.   I t ' s  grea t .   Dr .  Setser  
earned his  Bachelor  of  Ar ts  degree  f rom Harvard  Univers i ty ,  h is  DEA 
from the  Ins t i tu te  des  Etudes  Pol i t iques  in  Par is .   Did  I  do  tha t  r ight?   
I 'm a  Chinese  l inguis t .   And his  Master ' s  of  Phi losophy and Doctor  of  
Phi losophy degree  f rom Oxford  Univers i ty .  
 Second,  Dr .  Peter  Navarro .   He 's  a  Professor  of  Business  a t  the  
Merage School  of  Publ ic  Pol icy  a t  the  Univers i ty  of  Cal i fornia  I rv ine .  
 Professor  Navarro  graduated f rom Tuf ts  Univers i ty  in  1972,  served in  
the  Peace  Corps  in  Southeas t  Asia  f rom '73  to  '76 ,  and af ter  working as  
an  environmenta l  and pol icy  analys t  in  Washington,  he  received a  
Master ' s  in  Publ ic  Adminis t ra t ion  f rom the  John F.  Kennedy School  a t  
Harvard  and a  Ph.D.  in  Economics  a t  Harvard .  
 He wri tes  f requent ly  in  economic ,  energy and environmenta l  
i ssues .   He 's  the  author  of  f ive  books  on economics  and publ ic  pol icy  
inc luding The Dimming of  America ,  The Pol icy  Game,  and The Coming 
China  Wars .   And I  th ink th is  i s  your  second t ime tes t i fy ing here .  
 And th i rd  i s  Dr .  Michael  Mar t in ,  an  analys t  in  Asian  Trade  and 
Finance  for  the  Congress ional  Research Service  wi th  the  Library  of  
Congress .   His  profess ional  career  has  inc luded work in  China ,  Japan,  
Hong Kong and Vietnam.  
 From 1994 to  1998,  he  was  the  Ass is tant  Chief  Economis t  for  the  
Hong Kong Trade Development  Counci l  and taught  a t  Hong Kong 
Bapt is t  Univers i ty ,  Doshisha  Univers i ty  in  Kyoto ,  Japan,  Colby 
Col lege  and Tuf ts .   He holds  a  B.A.  in  Economics  f rom Michigan Sta te  
Univers i ty ,  and an  M.A.  and Ph.D.  f rom the  Univers i ty  of  
Massachuset ts  in  Amhers t .  
 So  wi th  tha t ,  i t  wi l l  be  seven minutes  of  ora l  tes t imony each and 
then we ' l l  move in to  a  round of  ques t ioning f rom the  commiss ioners ,  
the  f i rs t  of  which wi l l  come f rom Commiss ioner  Shea  because  I  cut  
h im off .  
 Dr .  Setser .  
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 DR.  SETSER:   I  want  to  thank the  Commiss ion for  g iv ing me the  
oppor tuni ty  to  tes t i fy  here  today on sovere ign weal th  funds .   I t ' s  a  
very  t imely  hear ing.  
 The prominence  of  sovere ign weal th  funds  s tems f rom the  
combinat ion  of  h igh oi l  pr ices  and in  Asia  extens ive  exchange ra te  
management .   This  together  wi th  the  adopt ion of  inves tment  s t ra tegies  
tha t  have  ra ised  the  publ ic  prof i le  of  many long-es tabl ished funds  has  
e levated  the  sa l ience  of  the i r  ac t iv i t ies  and the i r  economic  impor tance .  
 Today 's  g lobal  economy,  as  I  ment ioned,  i s  marked by an  
unusual  combinat ion  of  la rge  current  account  surpluses  in  both  Eas t  
Asia  and in  the  o i l - impor t ing  economies ,  even though East  Asia  i t se l f  
i s  an  o i l - impor t ing  economy.  
 The s imul taneous  presence  of  a  la rge  surplus  in  both  Asia  and 
the  o i l -expor t ing  economies  d i f ferent ia tes  today 's  era  of  h igh oi l  
pr ices  f rom the  1970s .   The large  current  account  surpluses  in  both  
regions  are  largely  f inancing a  bui ld  up of  fore ign asse ts  by  the i r  
respect ive  governments ,  not  f inancing pr ivate  capi ta l  out f lows.  
 As  former  Ass is tant  Secre tary  of  the  Treasury  Ted Truman noted ,  
recent  developments  have  shi f ted  weal th  toward countr ies  wi th  
d i f ferent  concept ions  of  the  ru le  of  government  in  the i r  economic  and 
f inancia l  sys tems than in  the  Uni ted  Sta tes .  
 Unt i l  recent ly ,  though,  the  f r ic t ion  or  the  potent ia l  tens ions ,  I  
th ink,  in t r ins ic  in  tha t  sh i f t  have  been minimized by the  fac t  tha t  most  
of  the  increase  in  off ic ia l  asse ts  g lobal ly  has  come in  the  form of  
cent ra l  bank reserves  and tha t  these  reserves  have  been inves ted  fa i r ly  
conservat ive ly .  
 For  a l l  the  a t tent ion  tha t  the  $40 bi l l ion  tha t  var ious  sovere ign 
weal th  funds  have in jec ted  in to  large  U.S.  and European f inancia l  
ins t i tu t ions  over  the  pas t  severa l  months ,  legi t imate ly  so  s ince  i t  i s  
comparable  in  s ize  to  the  amount  of  money tha t  the  IMF lent  to  the  
emerging markets  back in  the  la te  1990s--so  i t ' s  a  b ig  sum of  money—
that  inves tment  i s  s t i l l  qui te  smal l  re la t ive  to  the  l ike ly  $1.2  t r i l l ion  
increase  in  the  fore ign exchange reserves  of  the ,  most ly  in  the  
emerging world .   The orders  of  magni tude  are  complete ly  d i f ferent .  
 A lack of  t ransparency makes  i t  d i f f icul t  to  assess  prec ise ly  how 
much sovere ign weal th  funds  added to  the i r  asse ts  in  2007,  but  i t  i s  
reasonable  to  th ink tha t  the  to ta l  sum is  roughly  $200 bi l l ion ,  again ,  
far  smal ler  than the  increase  in  the  asse ts  of  fore ign cent ra l  banks .  
 I f  overa l l  of f ic ia l  asse t  accumulat ion ,  though,  cont inues  a t  



 

 

something l ike  i t s  current  pace ,  a  pace  of  wel l  in  excess  of  $1  t r i l l ion ,  
and i f  more  of  tha t  increase  i s  managed by sovere ign weal th  funds ,  as  
many inves tment  banks  now ant ic ipate ,  the  pace  of  growth of  
sovere ign funds  wi l l  increase  dramat ica l ly .  
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 These  broad global  t rends  apply  wi th  par t icular  force  to  China .   
China 's  government  r ight  now is  adding a t  leas t  $400 bi l l ion  a  year  to  
i t s  fore ign asse ts  and perhaps  up to  $600 bi l l ion .   There  i s  a  cer ta in  
amount  of  uncer ta in ty  about  the  sca le  of  the  bui ld  up of  the  fore ign 
exchange asse ts  of  the  Chinese  s ta te  banks .  
 Right  now the  China  Inves tment  Corpora t ion  only  manages  a  
very  smal l  share  of  the  to ta l  s tock of  Chinese  inves tment  abroad.   
Separa t ing  out  the  funds  tha t  the  CIC in jec ted  in to  the  s ta te  banks ,  I  
would  put  tha t  to ta l  a t  the  end of  2007 a t  only  about  $20 bi l l ion .   
However ,  going forward,  i t  i s  reasonable  to  th ink tha t  the  CIC wi l l  
account  for  a  much larger  share  of  the  to ta l  outward inves tment  of  
China  and hence  the  focus  of  th is  hear ing.  
 My remarks  are  going to  be  organized in to  two broad par ts .   The 
f i rs t  br ief ly  i s  going to  make some genera l  observat ions  about  
sovere ign weal th  funds .   The second wi l l  focus  more  speci f ica l ly  on 
the  CIC.  
 As  I  th ink Rober t  Dohner  ment ioned,  sovere ign weal th  funds  
or ig inate  in  three  d i f ferent  ways:  f i r s t ,  f rom the  f i sca l  surplus  of  
commodi ty  expor ters ;  second,  f rom a  decis ion to  manage a  por t ion  of  a  
country 's  fore ign exchange ra tes  more  aggress ively;  and then th i rd ,  and 
th is  wasn ' t  ment ioned,  the  proceeds  f rom the  successful  pr ivat iza t ion  
of  s ta te  enterpr ises  somet imes  are  handed over  to  a  sovere ign weal th  
fund,  or  i f  a  sovere ign fund,  which previously  had managed the  s ta te  
sec tor  domest ica l ly ,  i f  some of  those  companies  are  successful ,  and 
there 's  a  par t ia l  d ives tment ,  tha t  fund may morph in to  an  in ternat ional  
inves tment  manager .  
 Whi le  a l l  sovere ign funds  manage money for  governments ,  I  
th ink the  d i f ferences  among sovere ign funds  are  far  more  s t r ik ing than 
the i r  s imi lar i t ies .   This  i s  a  ref lec t ion  of  the  fac t  tha t  very  d iverse  se ts  
of  countr ies  have large  funds .   Norway and Chi le ,  t ransparent  
democracies ,  a re  going to  have  d i f ferent  k inds  of  funds  than the  funds  
of  countr ies  wi th  d i f ferent  pol i t ica l  sys tems.  
 I  th ink sovere ign funds  can be  d i f ferent ia ted  a long f ive  d i f ferent  
cr i te r ia .   The  f i rs t  i s  the i r  mandate  and inves tment  s ty le .   Some 
sovere ign funds  are  very  c lose  to  being pure  money managers  tha t  t ry  
to  repl ica te  the  re turns  of  a  broad index.   Others  are  wi l l ing  to  make 
concentra ted  bets  on  individual  companies .   Some funds  have a  
mandate  tha t  i s  exclus ively  get t ing  the  h ighes t  r i sk-adjus ted  re turn .   
Others  have  a  mandate  tha t  inc ludes  promot ing to  the  extent  poss ib le  
local  economic  development  subjec t  to  the  const ra in ts  tha t  they have  
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 Second,  the  funds  can be  d i f ferent ia ted  on thei r  t ransparency.   
Ted Truman 's  work here  i s  the  gold  s tandard .   I  th ink there 's  a  
reasonably  s t rong corre la t ion  between the  level  of  t ransparency of  a  
sovere ign fund and the  level  of  democracy or  pol i t ica l  openness  of  tha t  
fund,  of  the  country  tha t  hos ts  the  fund.  
 Third  cr i te r ia  i s  the  s ize ,  and again ,  se l f -evident  tha t  a  $700 
bi l l ion  fund,  which i s  a  reasonable  es t imate  for  the  s ize  of  the  current  
la rges t -exis t ing  fund,  tha t  of  Abu Dhabi ,  i s  going to  ra ise  d i f ferent  
i ssues  g lobal ly ,  than a  $10 bi l l ion  fund.   And a  fund that  i s  growing a t  
$100 bi l l ion  a  year  i s  going to  ra ise  d i f ferent  i ssues  than a  fund that ' s  
growing by $1 bi l l ion  a  year .  
 Four th  cr i te r ia  would  be  the  weal th  of  the  hos t  country ,  and here  
I  th ink i t  i s  impor tant  to  d i f ferent ia te  China  f rom many of  the  large  
exis t ing  funds .   The average  PPP exchange per  capi ta  GDP of  the  
countr ies  wi th  the  b ig  funds  now is  probably  around $50,000.    
 China ' s  average  per  capi ta  GDP on PPP terms is  more  l ike  
$5,000.   There  i s  a  meaningful  d i f ference .   China  i s  the  f i rs t  poor  
country  tha t  wi l l  have  a  large  fund.    
 And then f ina l ly ,  the  geopol i t ica l  pos i t ion  of  the  country  f rom 
which the  fund comes.  Funds  f rom smal l  c i ty  s ta tes  a l igned wi th  the  
Uni ted  Sta tes  are  going to  ra ise  d i f ferent  se ts  of  i ssues  than funds  
f rom large  countr ies  wi th  broader  regional  or  g lobal  aspi ra t ions .   I  
th ink tha t ' s  a  s ta tement  of  fac t .   How exact ly  tha t  p lays  in to  the  pol icy  
debate  i s  a  much more  d i f f icul t  i ssue .  
 The ac t iv i t ies  of  the  China  Inves tment  Corpora t ion ,  I  th ink,  are  
going to  ra ise  a  par t icular ly  vexing se t  of  i ssues ,  both  for  China  and 
for  the  countr ies  tha t  wi l l  be  receiv ing inves tment .   That  i s  a  
ref lec t ion  of  the  fac t  tha t  the  CIC is  potent ia l ly  qui te  la rge .   Whi le  i t  
i s  current ly  smal l ,  the  fore ign asse ts  of  China 's  government ,  as  I  
ment ioned,  are  growing by 500,  600 bi l l ion  a  year ,  and i t  i s  reasonable  
to  th ink tha t  a  meaningful  f rac t ion  of  tha t  could  be  managed by the  
CIC,  which would  change i t s  na ture .  
 I t  a lso  ref lec ts  the  fac t  tha t  China  i t se l f  i s  a  country  which looks  
qui te  d i f ferent  f rom the  countr ies  tha t  have  exis t ing  funds .   I  wanted to  
conclude and wrap up by highl ight ing I  th ink four  character is t ics  of  
the  CIC apar t  f rom i t s  s ize  tha t  d i f ferent ia te  i t .  
 The  f i rs t ,  the  CIC is  indi rec t ly  f inanced by debt  i ssuance ,  not  by  
a  commodi ty  f i sca l  surplus .   That  means  tha t  in  ef fec t  i t  has  a  degree  
of  leverage  because  i t  has  to  genera te  enough re turns  to  pay the  debt  
tha t  the  Finance  Minis t ry  has  issued in  order  to  buy the  fore ign 
exchange tha t  i t  i s  managing.  
 Second,  i t  i s  taking an  unusual ly  h igh level  of  exchange ra te  r i sk  
because  of  i t s  ro le  suppor t ing  China 's  currency pol icy .   I t ' s  i ssuing 


